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Evaluation of the  problems associated with 
the utilization of the European  unit of account 
for  the  common  agricultural  policy Vedlagte  studium,  der  er  foretaget  af Jean-Guy  LETELLIER  og  Peter  SMITH, 
foreligger  kun  pa  fransk  og  engelsk.  Imidlertid vil Sekretariatet  s¢ge 
sa vidt muligt at  im¢dekomme  anmodninger  fra  medlemrner,  som  matte  v~re 
interesserede  i  at  modtage  supplerende oplysninger,  herunder et mere  ud-
f¢rligt  referat eller  i  s~rlige  tilf~lde en  overs~ttelse af teksten til 
deres  eget  sprag. 
Anliegende Studie,  aufgestellt von  den  Herren  Jean-Guy  LETELLIER  und 
Peter  SMITH,  liegt nur  in  franzosischer  und  englischer  Sprache  vor. 
Das  Sekretariat wird  sich  jedoch  im  Rahmen  des  Moglichen  darum  bemuhen, 
den  Anforderungen  von  Parlamentsmitgliedern  u~ erganzende  Informationen 
nachzukommen.  Dies  kann  unter  Umstanden  in  Form einer ausfuhrlicheren 
Zusammenfassung  oder  - in Ausnahmefallen  - in einer  Ubersetzung  in die 
Muttersprache  des  Mitglieds  geschehen. 
The  paper  attached hereto which  has  been  prepared by  Mr  Jean-Guy  LETELLIER 
and  Mr  Peter  SMI'fll,  is available only  in  French  and  English.  IIoweve~,  the 
Secretariat will  try to satisfy,  if possible,  requests  of Members  who  would 
be  interested in  receiving  supplementary  information,  including possibly  a 
m_ore  extended  summary  or,  in exceptional cases,  a  translation  in their  own 
language  of the  text. 
L'etude ci-jointe realisee par  MM.  Jean-Guy  LETELLIER  et Peter  SMITH 
est disponible  uniquement  en  langues  franc;aise  et anglaise.  Le  Secretariat 
essaiera toutefois de  satisfaire dans  toute  la mesure  du possible les 
~emandes des  membres  qui  seraient desireux de  recevoir des  informations 
sppplementaires,  cornprenant  eventuellement  une  note  de  synthese plus 
detaillee,  voir~,  exceptionnellament,  une  traduction du  texte dans  leur 
propre  langue. 
Lo  studio allegata,  elaborate da  Jean-Guy  LETELLIER  e  Peter  SMITH,  e dispo-
') 
nibile soltanto  in lingua  francese  ed  inglese.  Il Segretariato  cercher~ 
comunque,  se  possibile  e  se gli onorevoli  membri  lo richiedono,  di  fornire 
maggiori  informazioni  ed  eventualmente  anche  un  piu  ampio  riassunto.  Solo 
in casi eccezionali si potra esaminare  la possibilita di  una  traduzione 
integrale del testa del  documento. 
Bijgaande  nota,  opgesteld door  de  heren  Jeqn-Guy  ~ETTELIER en  Peter  SMITH, 
is slechts beschikbaar  in de  Franse  en  Engelse taal.  Het  Secretariaat zal 
evenwel,  voor  zover  dat rnogelijk is,  de  leden die  zulks  wensen,  uitvoeriger 
inlichtingen doen  toekornen.  Eventueel  kan  een  ~eer ge.detailleerde  sarnen-
vatting worden  gegeven,  of in uitzonderlijke gevallen  een vertaling van  de 
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Fr.-jdl.-/cp  - 2  -INTRODUCTION 
Unlike the  new  unit of account  (EUA),  the units of account  initially 
used  in the  European  Economic  Community  were based  on  fixed parities and 
stable exchange  relationships in keeping with  the international monetary 
system in operation before  19681.  As  a  result of the  abandonment  of this 
system,  the old units of account  no  longer  conform to reality and certain 
Community  mechanisms  based on  the unit of account  are  no  longer able to 
function  normally. 
'Phe  J•:u ropean  1m it of  <1ccoun  I~  ( ElJJ\)  1 s  a  composite  unit bo sed  on  ~l 
'basket'  of currencies,  whose  v<tlue  in  Communil:y  currencies is colcuL1tc-d 
at market  exchange  rates and  therefore reflects the  true market  situation 
at  any  given  moment. 
The  EUA  is used by  the European Development  Fund  and  the  ECSC  not only 
for  the  purpose of drawing  up their budgets but also as  a  means  of expressing 
most  of their expenditure and  revenue.  It is also used by  the European 
Investment  Bank as  a  basis  for  conversion in the drawing-up of balance 
sheets and  may  be applied to the  Community  budget  from  1  January  1978. 
The  Commission has  now  embarked  on  the harmonization of the units of 
account at present being used.  It is roaring towards a gradual and general a::bption 
of the European  unit of account  and is studying the  possibility of  applying 
the  EUA  to the  common  agricultural  policy. 
The  presen~paper attempts  to: 
define the  EUA  and trace its development  since it was  introduced on 
28  June  1974; 
- analyse the working  of the  EUA  on  the  ba~is of a  number  of simulation 
exercises; 
examine  the possible effects of the  use  of, the  EUA  on  the  common  agri-
cultural policy;  and 
- attempt to draw  a  number  of conclusions both on  the  European unit of 
account itself and  on  the unit of account  in general. 
1 
Tn~roducl:ion of the  two-tier goJd  market 
Fr.-jdl.-/cp  - 3  -I.  DEFINITION  AND  EVOLUTION  OF  THE  EUROPEAN  UNIT  OF  ACCOUNT 
(a)  Definition 
The  value of the European unit of account is defined as the  sum  of the 
countervalues of the  following  fixed amounts  in Community  currencies~ 
DM  0.828 
FF  1.15 
£(sterling)  0.0885 
Lit 109.0 
Fl  0.286 
DKr  0.217 
Bfrs  3.66 
Lfrs o.l4 
£  (Irish)  0.00759 
The  fixed  amounts  in national currencies were  computed  from weighting 
coefficients based on  the gross national  pr_oducts  and volumes  of European 
trade of the individual Member  States.  The initial value of the  EUA  on 
28  June  1974  was  as  follows: 
1  EUA  1  SDR  (special  drawing right) 
1  EUA  =  US  $  1.20635 
(b)  Daily calculation of the value of the  EUA 
!~~-~~!~~-~£-~~~-~~~ is calculated by  finding the Belgian  franc  equi-
valent of the  fixed  amount  in national  currencies using  the  exchange rates 
on  the Brussels commercial  market as  communicated by  the Belgian Central 
Bank. 
~~E-~~~-~~EE~~~!~~-~~-~~~-2~~~£-~~~E-~~~~~~-~~~-~~!~~-!~-~~~~~ by 
converting the initial value,  calculated by  the method described above, 
using the exchange rate for  the Belgian  franc  on  the Frankfurt,  London,  Dublin, 
Copenhagen,  Amsterdam,  Paris,  Rome  and Milan  exchange markets. 
~~-~~!~~-~~-~~~-~~~ is also calculated in the currencies of the main 
non-member  countries,  in particular the dollar,  Swiss- franc  and yen  • 
. I .. 
Fr.-jdl.-/cp  - 4  -(Example  of calculation of the value of the  EUA  on  17  December  1975, 
published in OJ  No.  C21,  of  30  January  1976,  page  5) 
Fixed currency 
amounts  (1) 
Fl  0.286 
Bfrs  3.66 
Lfrs  0.14 
DM  0.828 
Dkr  0.217 
£  sterl.  0.0885 
FF  1.15 
Lit  109.0 
£ir  0. 0075 9 
Calculation of the initial value 
Exchange.rates at 
17  December  1975  on 
Brussels  commercial 
market  (Bfrs  per 
currency unit)  (2) 
14.71 
1.0 
1.0 
15.046 
6.402 
80.13 
8.868 
0.057955 
80.13 
Value  in 
Belgian  francs 
(3)  =  (1)  X  (2) 
4.20706 
3.66 
0.14 
12.458088 
1.389234 
7.091505 
10.1982 
6. 317095 
0.6081867 
~frs 46.0694 
~----------------------·~-----------------------
1  EUA  = Bfrs 46.0694 
Calculation of the value 
in the currencies  of  the other Member  States 
Exchange  rates at 
17  December  1975  on 
the relevant markets 
(currency unit per  Currency value 
Initial value  (1)  Belgian  franc)  ( 2)  ( 3)  =  (1)  X  ( 2) 
0.06802  Fl  3.13364 
0.06649  DM  3.06315 
1.15625  Dkr  7.19834 
1/80.12  £  sterl.  0.575005 
Bfrs  46.0694  0.112835  FF  5.19824 
17.2585  Lit  7 95.088 
1/80.2  £ir  0.574431 
. I .. 
Fr.--jdl.-/cp  - 5  -Calculation of the value 
in the currencies of non-member  countries 
-------------~---------------------------
Exchange rates at 
17  December  1975  on 
Brussels commercial 
market  (Belgian  francs  Currency  value 
Initial value  ( 1)  per currency unit)  ( 2)  ( 3)  =  (1)  :  (2) 
39.625  $  1.6263 
15.0625  SwF  3.05855 
Bfrs 46.0694  7.112  Nkr  6.4777 
8. 98  Skr  5.13022 
2.135  Sch  21.5782 
(c)  Evolution of the  EUA 
1.  Evolution of the  •external' value of the  EUA 
This can be calculated only by  comparing  the value of the  EUA  with the 
value of the gold-based unit of account,  which has  remained  unchanged. 
Between  28 June  1974  and  28  July  1977  the  EUA  depreciated by  18.67% in 
comparison with the gold-based unit. 
2.  ~~~!~~!~~-~!-~~~~~~~~-~~~~~~~!~~-!~-~~E~~-~!-~~~-~~~ 
1~§-~~~~-!2!1_~~-~§-~~!~_!2!!) 
Table  I 
CHANGES  IN  THE  VALUES  OF  CURRENCIES  IN  TERMS  OF  THE  EUA 
(Uj  :  rate of conversion) 
Currencies 
Bfrs/Lfrs 
DM 
Fl 
£sterl/£ir 
Dkr 
FF 
Lit 
Fr.-jdl.-/cp 
between  28  June  1974  and  28  July  1977 
28  June  1974  28  July 1977  %  change 
45.8564  40.6639  +  11.32 
3.10356  2.62102  +  15.54 
3.20949  2.80767  +  12.52 
0.50486  0.665040  - 31.72 
7. 25 907  6.86828  +  5.38 
5.81344  5.592713  - 3.  79 
780.476  1018.64  - 30.51 
+  :  revaluation of currency in terms  of EUA 
devaluation of currency  in terms  of  EUA 
- 6  -
I 3.  ~~9!~~!9~_9!-~~~~9~~~~-~~~~~~~!~~-!~-~~E~~-9!-~~~-~~~ 
since  1970 
Table II 
CHANGES  IN  THE  VALUES  OF  CURRENCIES  IN  TERMS  OF  THE  EUA 
(Uj  :  rate of  convers~on) 
between  the first three months  of  1970  (average value) 
and  28  July  1977 
Currencies  1st three months  28  July  1977  % change 
1970 
Bfrs/Lfrs  51.1117  40.6639  +  20.44 
DM  3.74138  2.62102  +  29.94 
Fl  3.70049  2.80767  +  24.12 
£  sterl/ir  0.42593  0.665040  - 56.13 
Dkr  7.66675  6.86828  +  10.41 
FF  5.67768  5.59273  +  1.49 
Lit  638.896  1018.64  - 59.43 
us  $  1.02223  1 •. 15753  - 13.23 
+  revaluati·on of currency in  terms  of the  EUA 
devaluation of currency in  terms  of the  EUA 
Fr.-jdl.-/cp  - 7  -II.  WORKING  OF  THE  EUROPEAN  UNIT  OF  ACCOUNT  {EUA) 
The working of the  EUA  was  analysed  on  a  Hewlet-Packard HP  90 
calculator  programmed by  a  specialist. 
Introduction 
(a)  Terminology  and basic equations  for  the  EUA 
!~E!!I!~~!~S:i 
EUA  i  value of the  EUA  at time  i  in Belgian  francs 
wj  fixed  number  of units of the currency  j  in the  EUA 
Tji  rate- of exchange of the currency  j  against the Belgian  franc at 
time  i 
Uji  rate of exchange  of the currency  j  against the  EUA  at time  i 
Pji  {variable)  weight of the currency  j  against the  EUA  at time  i 
1) 
2) 
3) 
4) 
EUA 
EUA 
EUA  1 
EUA  0 
EUA  i 
9 
L  wj  Tji 
j  =  1 
7 
=L  wj  Tji  {£  sterling +  £ir~  Bfrs + Lfrs) 
Uji 
Pji 
j  = 1 
EUA  i 
Tji 
wj  Tji 
EUA  i 
wj 
Uji 
~~::!~~9-~g~~~!~~~ 
1  EUA  0  +  wj 
1  - EUA  0  wj 
EUA  0 
EUA  at time  l 
EUA  at time  0 
(Tjl -
(Tjl 
EUA 
TjO) 
- TjO) 
0 
M  The  subscript  j  denotes  the  single currency whose  exchange rate against 
the Belgian  franc  changes. 
. I .. 
l 
Fr.-jdl.-/cp  - 8  -EUA  1  EUA  0  +  wj  (Tjl  - TjO) 
- Ujl 
Tjl  Tjl 
EUA  0  +  wj  (Tjl  - TjO)  EUA  0 
Ujl  - UjO 
Tjl  TjO 
EUA  0  x  TjO  +  wj  TjO  (Tjl  TjO)  - EUA  0  X  Tjl 
Tjl  x  TjO 
EUA  0  (TjO  - Tjl)  +  wj  TjO  (Tjl  - TjO) 
Tjl  x  TjO 
- Ujl  - UjO  EUA  0  (TjO  - Tjl)  +  wj  TjO  (Tjl  - TjO) 
UjO  UjO  x  Tjl  x  TjO 
(b)  Initial data  and basic hypotheses  for  simulation exercises 
To  simplify the calculations,  the Belgian  franc  and Luxembourg  franc 
were  taken  together,  as were  the £  sterling and  the Irish £,  making  a  total 
·of  seven  Community  currencies in the programme  instead of nine  (see basic 
equation no.  2). 
All  the  simulation exercises were based  on  the initial data listed 
below. 
Initial data 
26 April  1977 
Rate  of exchange of each  currency 
against the  EUA  (Uj)  on  26.4.1977 
OM  2.6709 
FF  5.5822 
£  sterling  0.6'>52 
Lit  9- 98(>5 
EUA  Fl  2.7754 
Bfrs  40.8047 
Okr  6.7362 
Lfrs  40.8047 
£ir  0.6552 
Rate  of exchange  of each  currency 
against the Belgian  franc 
on  26.4.1977  (Tj) 
OM  1  Bfrs  15.2775 
FF  l  Bfrs  7.3020 
£1  sterling  Bfrs  62.2800 
Lit  1  Rfrs  4 .lHH>O 
Fl  1  ===~  Bfrs  14.7025 
Bfr  1  Bfr  1.0000 
Okr  1  Bfrs  6.0575 
Lfr  1  Bfr  1.0000 
£1  Trish  Bfrs  62.2800 
In addition,  it was  assumed  in all the  simulation exercises that a 
change  in one  currency was  not accompanied by  any modification of the value 
of the other currencies on  the  excha~ge ~rket. 
Fr.-jtll.-/cp  - 9  -A.  The weight of the  compgnont  currencies,  a  basic element in the working 
of the European  unit of account 
Definition 
The weight of  a  currency  (j)  is equal  to the ratio between 
- the number  of units of this currency in the  EUA,  and 
- the rate of conversion of this currency against the EUA, 
BJ 
-- . 
Since the  EUA  is by definition a  'basket'  of nine currencies,  the  sum 
of the weights of these nine currencies must  equal  100 
I~ 
Pj  =  100%  I 
On  26  April  1977,  the weights of the component  currencies were as 
follows: 
DM  31% 
FF  20.6% 
£  sterl.)  14.7%  £ir  ) 
Lit  10.~~ 
Fl  10.3% 
Bfrs + Lfrs  9.3% 
Dkr  3.2% 
7 
i.e.  ~  Pj  :;:  100% 
j  =  1 
The  first of the  two  factors  determining  the weight of a  currency  in 
the  EUA  'basket'  (i.e.  the number  of units of this currency in the  EUA) 
is constant,  while  the  second  {i.e.  the rate of conversion of this currency 
against the  EUA)  is variable.  The weight of a  currency in the  EUA  'basket' 
therefore varies with the  fluctuations  of this currency on  the  exchange 
market. 
Any  revaluation of the currency  (j)  will result in an  increase in the 
weight  of this currency  in the  'basket'  and vice versa. 
Thus,  if the weight  of the currency  {j)  increases,  then the  sum of the 
weights of the other currencies in the  EUA  will decrease and vice versa. 
Fr.-jdl.-/cp  - 10  -The weightings  of the various currencies in the  'basket'  were 
determined  (see paragraph I(a):  definition·)  on  the basis of the gross 
national product  and  volume  of European trade of the individual  Member 
States. 
The  fixed  number  of units of each  currency in the  'basket'  was  calcu-
lated on  the basis of these weightings. 
This  gave  each currency  a  weight of  P  0  at time  T  0. 
On  28  June  1974,  the weight  of the D-mark  was  as  follows: 
0.828 
PDM  27.3% 
2.6709 
If the weighting coefficients remain  unchanged,  theattenuatingeffect of 
the  EUA  on  a  given currency will  vary with  the weight of that currency in 
the  'basket'.  Similarly,  the effect on  the value of the  EUA  of a  change  in 
the market  exchange rate for  a  given currency  ~ill also vary with the weight 
of that currency in the  'basket'. 
Weights  of the  component  currencies of the  EUA  on  28.6.1974 
and  26.4.1977  (as  a  percentage of the  total weight) 
28.6.1974  26.4.1977 
DM  27.3  31 
FF  19.5  20.6 
£  sterling)  19  14.7 
£  Irish  ) 
Lit  14  10.9 
Fl  9  10.3 
Bfrs + Lfrs  8.2  9.3 
Dkr  3  3.2 
Total  100  100 
. I . . 
Fr.-jdl.-/cp  - 11  -Weights  of component  currencies in the  EUA  on  26.4.1977 
and  12.7.1977  (as  a  percentage of the total weight) 
26.4.1977  12.7.1977 
DM  31  31.5 
FF  20.6  20.6 
£  sterling)  14.7  14.4 
£  Irish  ) 
Lit  10.9  10.8 
Fl  10.3  10.2 
Bfrs  +  Lfrs  9.3  9.3 
Dkr  3.2  3.2 
Total  100  100 
As  can be  seen  from the above  tables,  the weights  of the £  sterling 
(plus  the  £  IrisH and the Lira have decreased in the  EUA  'basket' 7  the  sum 
of the weights  of the  strong currencies  (DM,  Florin,  Belgian and Luxembourg 
francs)  increased  from  44.5%  on  28  June  1974  to 50.6%  on  12 July 1977. 
The  value of the  EUA  will  therefore  now  depend  more  on  the trends 
taken by  the latter currencies,  which  account  for  more  than half the weight 
of the basket,  whereas  when  the unit was  first introduced it was  influenced 
more by  the  'weak'  currencies. 
0 
0  0 
The  following  calculations illustrate,  by  means  of practical  examples, 
the  significance of the weights  of the  various  currencies with regard to  the 
atten~kg effect of  the  EUA  and  the effects on  the  EUA  of a  change  in the 
value  of one  of the  component  currencies. 
B.  Changes  in the value of the  EUA  and  in the values of the component 
currencies in terms  of the  EUA 
1.  ~~~~~~-~~-~~~-~~!~~-~!-~~~-~~~-~~-~-£~~~!~-~!-~-£~~~!~~~~~~-~£ 
~~~~!~~~!~~-~!-~_9!~~~-~~EE~~~~-~~-~~~-~~~~~~~~-~~E~~~ 
Application of the  following  equations: 
EUA  1  EUA  0  +  wj  {Tj1  - TjO) 
EUA  1  - EUA  0  wj  {  Tj 1  - Tj 0) 
EUA  0  EUA  0 
Fr.-jd1.-/cp  - 12  -
Table III 
page 13 4-l 
0 
r--1 
Q) 
:> 
Q) 
~ 
TABLE  III 
PERCENTAGE  CHANGE  IN  THE  VALUE  OF  THE  EUA  AS  A  RESULT  OF 
A  REVALUATION  OR  DEVALUATION  OF  X%  IN  RESPECT  OF  A  CURRENCY 
IN  THE  'BASKET' 
%  DM  FF  £  Lit  F1  Dkr 
c  20  6.20  4.12  2.70  2.20  2.06  0.64 
0 
·..-! 
-1-l  15  4.65  3.09  2.03  1. 65  1. 55  0.48  IU 
:::J 
....; 
IU  10  3. 10  2.06  1. 3 5  1. 09  1. 03  0.32  !> 
Q) 
H  5  1.55  1. 03  0.68  0.55  0.52  0.16 
F========= ========== ========= ========  ========  ~========  F======== 
c  - 5  1.55  1. 03  0.68  0.55  0. 52  0.16 
0 
·..-! 
-1-l 
IU  -10  3.10  2.06  1. 35  1.10  1.03  0.32 
:::J 
....; 
-15  4.65  3.09  2.03  1. 65  1. 55  0.48  IU 
::.-
Q) 
•rj  -:!.()  6.20  4. I L.  2.70  2.20  2.06  O.b4 
Jo'r.-jd1.-/cp  - 13  -(a)  The  change  in the value of the  EUA  resulting  from  a  (percen-
tage)  upward or  downward  change  in the value of one  of the  'basket'currencies 
varies depending  on  the currency concerned. 
Thus,  a  10%  revaluation of the D-mark would result in a  3.10%  revalua-
tion of the  EUA,  and  a  10%  revaluation of the Italian lira would result in 
a  1.10% revaluation of the  EUA. 
15%  devaluations  of the  Dutch  florin  and  the French  franc  would result 
in  EUA  devaluations  of  1.03% and  2.06%  respectively. 
Example:  5%  revaluation of the  D-mark  on  26  April  1977 
EUA  1  40.8047  +  0.828  (16.0414  - 15.2775) 
EUA  1  Bfrs 41.4372 
which  represents an  increase of  1.55% over  the initial value of 
Bfrs  40.8047  (41.437~0~86~78047 =  1.55%). 
The  equation: 
I PDM  (~/o)  =  change  in the value of the  EUA 
where  ~/o represents  the level of revaluation or  devaluation of the currency, 
would have  given  the  same  result. 
Thus,  for  26  April  1977,  the  equation could have  been written: 
[31.05  X  5%  =  1.55% I 
This  same  equation can be  used  to find  the  change  in the value of the 
EUA  resulting  from  any  change  in the value of a  currency. 
The  variation in  the value of the  EUA  resulting  from  a  change  in the 
exchange  value of  one  of the component currencies increases with increasing 
weight  of the currency  and vice versa. 
(b)  The  same  level  of revaluation or  devaluation of a  given 
currency will result in the  same  variation in the value of the  EUA 
Thus,  a  5%  revaluation or devaluation of  the  French  franc  on  the 
exchange market will  result in  a  1.03% appreciation or  depreciation of the 
EUA. 
(c)  If the  sum  of the weights  of  the currencies which  depreciate 
is greater than  the  sum  of the weights  of the currencies which appreciate, 
then  the  EUA  will be  devalued  and  vice versa. 
Fr.-jdl.-/cp  - 14  -2.  ~ff~£~§_Qf_~-E~Ye!~e~!2~-2~-~-~~~~!~~~~~~-~!-~-~~~~~-~~~~~~~~ 
~~-~~~-~~~~~-~!-~~~~-~~~~~~~~-~~-~~~~~-~!-~~~-~~~ 
Application of the  following  eguation: 
Ujl  - UjO 
UjO 
Table  IV,  page  16 
EUA  0  {TjO  - Tjl}  +  wj  TjO  {Tjl  - TjO) 
UjO  x  Tjl  x  TjO 
Table  IV reveals  skewness  between  the rate of change of  a  currency  on 
the  exchange  market  and  the change  in its value  in terms  of the  EUA 
( asyrretry.  Al}  on  the  one hand,  and between  the effects  on  the value of  a 
currency in terms  of the  EUA  of the  same  level of revaluation or  devaluation 
{asymetry  A2)  on  the other. 
(a)  Illustration of asymetry  Al 
Definition 
If Tl  represents  the rate of change  (revaluation or devaluation)  of 
the  currency  (j)  on  the  exchange  market,  and  T2  (i.e.  Ujl  - UjO)  represents 
the rate of v<1riation  of the  currency  in terms  of  the  EUA,  then: 
Al  =  'rl  - T2] 
or 
Al  R  Tl  - T2  (revaluation) 
or 
Al  D  Tl  - T2  (devaluation) 
Table  V,  page  17 
a.l  Revaluation 
For  the  same  level  of revaluation  (Tl},  asymetry  increases with  in-
creasing weight of the currency concerned. 
f·~x;l mp 1  c~:  in  th(~  event of  20%  revcd Ui1 tion 
l\1  I~  [  20  - 14.222  'J.77A 
Al  R  +5.15  in the case of  the· lira 
+3.87  in the case of the  Danish krone. 
./  .. 
Fr.-jdl.-/cp  - 15  -·
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 The  asymetry increases with  increasing levels of revaluation Tl. 
Example:  in the event of a  5%  revaluation 
Al  R = +1.22  for  the French  franc 
in the event of a  10%  revaluation 
Al  R  +  2.78  for  the French  franc 
Asymetry Al  is always  positive in the case of revaluation. 
Al  R  /  0 
a.2.  Devaluation 
In the case of devaluation,  the  asyrnetry may  be either positive or 
negative. 
Al  D  ><  0 
Example:  the French  franc 
A1  D :>  0  for  a  level  Tl  :>  20% 
In the event of  30%  devaluation: 
Al  DFF  =  -30  +  34.037  =  +4.037 
Al  D <  0  for  a  level  T1 < 20% 
In the event of  15%  devaluation: 
Al  DFF  =  -15  +  14.015  =  -0.985 
For  each  currency,  the change  from  positive to negative occurs at a 
level  of devaluation Tl  which varies dependihg  on  the currency concerned. 
Al  D becomes  positive  (using  our initial data)  from  a  level  of devalu-
ation Tl: 
_>20%  for  the French  franc 
'"  15%  for  the  £  sterling 
')lo% for  the Dutch  florin 
<1o%  for  the  Belgian  franc 
>30%  for  the  D-mark 
~15% for  the lira. 
In other words,  the greater  the weight of  the currency,  the higher 
Tl  must  be before positive  asymetry occurs. 
Positive  asymetry arising  from  the devaluation of a  currency means  that 
agricultural  prices  expressed  in  that currency will  register an  increase 
'}rent-er  thi-ln  the  }Pvel  of  devaJ uation  of tfle  cu1·rency. 
Fr.-jdl,-/cp  - 18  -(b)  Illustration of  asymetry A2 
I A2  = Al  R  - Al  D 
For  the  same  level of revaluation or devaluation,  Al  R will be different 
from  Al  D,  regardless of the currency concerned.  To  be more  precjse,  in the 
event of revaluation,  the increase in the weight  of the currency will  cause 
an  increase in  asymetryAl  R  while in the event of devaluation,  the reduction 
in the weight of the currency will cause a  reduction in  asymetry Al  D. 
0 
0  0 
Since  asymetry is a  measure  of the effect of moderation  of the  fluctua-
tions of a  currency  on  the value of that currency  in terms  of the  EUA,  it 
follows  from  the  above  calculations  that:-
- The  EUA  will have  an  increasing moderating  effect on  the 
fluctuations of a  currency  on  the  exchange  market with 
increasing weight  of the currency in the  'basket'. 
Conversely,  the  lower  the weight  of the currency,  the 
weaker  the moderating  effect of the  EUA 
- Below a  certain weight,  regardless of whether it is reached 
as  a  result of a  dev'aluation of the currency or not,  the 
EUA  will  intensify the  fluctuations of the currency rather 
than moderate  them.  Thus,  still taking our initial data 
as  a  basis,  a  5%  devaluation of the Danish krone would 
result in  a  loss of value of more  than  5%  (5.0~/o)  against 
the  EUl\.  A  30%  devaluation  of  the  same  currency  would 
result in  a  41.47% devaluation against  the  EUA. 
C.  Effects of the revaluation or devaluation of  a  currency  on  the values 
of other currencies in terms  of the EUA 
The  revaluation or devaluation of a  given currency  (j)  results in an 
appreciation or  depreciation of the  EUA  equal  to: 
~  EUA  =  Pj  x  ±  the rate of change of the currency 
If a  change  in the value of the currency  (j)  causes  no  change  in the 
values  of the other  "basket"  currencies  on  the exchange market  (basic 
hypothesis),  the rates of conversion of these currencies against the  EUA 
will  nevertheless still vary.  Thus,  a  5%  revaluation of the D-mark  on 
./  .. 
Fr.-jdl.-/cp  - 19  -26  April  1977  would have resulted in the  following  change  in the value  of 
the  French  franc  against the  EUA: 
i.e. 
EUA  1 
t  FFO 
41.4372 
7.3020 
5.6748% 
5.6748  - 5.5882 
5.5882 
-1.55% 
The  change  in  the  EUA  value  of  'basket'  currencies which  do  not  fluctu-
ate  on  the  exchange market  is equal  to the percentage change  in the value 
of the  EUA. 
Thus,  in  the  above  exampl~ a  5%  revaluation of the D-mark  results in 
a  1.55% increase in the value of the  EUA  and  a  1.55% decrease  in the value 
of all the other  'basket'  currencies. 
This is logical  since a  revaluation of the D-mark  causes  an  increase 
in the weight of that currency and  a  reduction in the weights of the  other 
currencies. 
Thus,  the effects of a  change  in the value of a  given  currency are 
spread over all the  Community  currencies. 
This is the essential difference between  the  European  unit of account 
(EUA)  and  the  '  parity grid'  unit.  In  the latter case,  the conversion rate 
of a  currency against  the unit of account  increases or decreases  in propor-
tion  to the revaluation or  devaluation  of the currency.  A  change  in  the 
parity of one  currency has  no  effect on  the values  of the other currencies 
in  terms of the  unit of account.  With  this  type of unit  of account,  every 
country is responsible  for  the effects and results of its policies. 
Fr.-jdl.-/cp  - 20  -III.  POSSIBLE  USE  OF  THE  EUROPEAN  UNIT  OF  ACCOUNT  (EUA)  IN  THE  COMMON 
AGRICULTURAL  POLICY 
_The  gold-based unit of account became more·and more difficult to apply 
as the monetary  situation deteriorated.  It therefore became  necessary 
gradually to replace  IMF  conversion rates for  the unit of account against 
national  currencies with  •representative rates•,  and monetary  compensatory 
amounts  were  introduced in order to bridge the gap between  the market 
exchange rates  for  certain currencies and  the rates  for  converting these 
currencies into units of account. 
The  system of representative rates and  monetary  compensatory  amounts 
has  in recent years added appreciably  to the complexity  and cost of the 
common  agricultural policy. 
The  Commission is therefore considering applying the  EUA  to the 
common  agricultural policy,  particularly in order to counteract  such  large 
discrepancies between  the market  exchange rates  for  given currencies and 
the rates  for converting  such currencies into units of account. 
A.  Switchover  from  the gold-based unit of account to the European unit 
of account 
As  shown  in the first part of this document,  the  •external'  value of 
the  EUA  has  fallen by  about  18.5% against the gold-based unit since its 
introduction on  28  June  1974. 
This loss  in value against the gold-based unit makes it impossible 
sjmply  to substitute one  for  the other  on  a''basis of parity,  i.e. 
1  EUA  =  1  gold-based unit of account. 
A  switchover of this type would  in effect automatically reduce agri-
cultural prices in national  currencies by about  18%,  which  would be 
neither politically not  economically acceptable.  A drop in prices of 
this magnitude would destroy the present market  equilibrium and cause  a 
fall  in production. 
An  adjustment made  by converting the  European unit of account at the 
rate of 
1  gold-based unit of account  1  EUA  X  118% 
would have  the consequences  indicated below. 
. I .. 
J•' r . - j d l.  -I  c p  - 21  -The  'adjusted'  EUA  would have  the  same  value in national  currencies 
as  the gold-based unit converted at market rates.  An  adjustment of this 
type would  therefore be  tantamount  to aligning the  'representative rates' 
on  the effective market  exchange rates. 
Such  an  alignment would  not be acceptable since it would  cause consi-
derable  increases  in agricultural  prices in countries with  devalued 
currencies and,  conversely,  considerable reductions  in countries with 
revalued currencies. 
A  second adjustment would  therefore be  necessary,  resulting in a 
fresh differentiation between  the prices adopted  in the  Member  States. 
This differentiation would  in practice take  one  of the  following  two  forms: 
- the  introduction of frontier  taxes or subsidies of the type which 
already exist in the  form of monetary  compensatory  amounts;  or 
- direct aid to producers or  consumers. 
Moreover,  subsequent  changes  in the value of the  EUA  (appreciation or 
depreciation)  would call  for  the adoption of further  corrective measures. 
B.  EJ_fectR  __  on __E_g_ricul tural  prices of changes  in  the rates for  converting 
.~_E_h__i .9_r1_a)  _  _s.. lt£~  f?.!lq_l_~..§  in  t  o_f.!!l~ 
(Application of  the asymetry  phenomena  described above) 
(i.)  The  use of the  EUA  in the  common  agricultural policy would  mean  daily 
automatic  changes  in agricultural  prices expressed in individual national 
currencies.  This  in itself is incompatible with the administration of 
common  agricultural prices. 
(ii)  The  use of the  EUA  would  spread the effects of  a  change  in the value of 
a  single currency  over  the entire range of Community  currencies. 
For  example,  a  5%  revaluation of the florin  on  26  April  1977  would 
have  caused  a  0.52%  increase in  the  value of the  EUA  and would  thus have 
reAulted  in  a  corresponding  increase  in agricultural  prices  in all  the oth0r 
Member  St:<t Le~1. 
Conversely,  a  10%  devaluation of the Italian lira on  the  same  date 
would have  caused  a  ~-0~~ devaluation of the  EUA  and would  therefore have 
resulted in a  corresponding  fall  in agricultural  prices in all the other 
Member  States. 
However,  it should be  pointed out that the  extent of the  upward  or 
downward  movement  of agricultural  prices resulting  from  the revaluation of 
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the  florin  or  the devaluation of  the lira would also depend  on  whether 
these  changes  in values  resulted  in adjustments  to other currencies  on  tho 
exchange markets which,  in their turn,  would  moderate  or  intensify the 
effects of the revaluation of the  florin and  the devaluation of the lira on 
the  EUA. 
(iii)  In terms of national currencies,  agricultural price fluctuations 
would be greater in countries with  relatively low-weight currencies  than  in 
those with  relatively high-weight currencies.  In other words,  the 
deflationary effect of revaluation on agricultural prices would decrease 
with  increasing weight  of the currency  concerned  . 
The  inflationary effect of devaluation would  increase with decreasing 
weight  of  the  currency  concerned.  Moreover,  for  currencies below  a  certain  , 
weight,  the  use  of  the  EUA  would  no  longer  moderate  the  effects of  such  a 
devaluation  on  agricultural  prices  expressed  in  terms  of the  devalued currency. 
Instead,  it would  intensify them. 
These effects of the use of the  EUA  in the  common  agricultural policy 
are neither politically nor  economically neutral. 
It is unlikely that all the  Member  States would agree to shoulder  a 
part of the burden of adjustment  resulting  from  the monetary  policy of 
another  country.  A  'parity grid'  unit of account would  seem better suited 
to the  present situation in which  there is little coordination of monetary 
policy within the Community. 
Because of the effects of  intervention prices and  threshold prices 
on agricultural  prices and  incomes,  no  Member  State would at present want. 
the  former  to fluctuate as  a  result of variations in its own  currency,  let 
alone  in the currencies of other Member  States. 
Thus,  the  use  of the  EUA  would  necessarily  imply  more  adjustments 
every  time  a  currency  fluctuated  in order to ensure that the values of all 
the other currencies against the  EUA  remained  unchanged.  In other words, 
the  conversion rates  for  Community  currencies against  the  EUA  would  not 
automatically  follow market  fluctuations  and could  even be  pegged.  Three 
courses are open  to a  country whose  currency has  changed  in value.  It may: 
- accept  the effects of  the appreciation or depreciation of its 
currency  on  agricultural  prices,  a  policy which  seems  fairly unlikely 
for  lhc  rear-;ons  already  m~ntjoned even  if it would  logically be  tho 
r i CJ lit  cot  1 r 1-H!  o f  n c t  i on ; 
- 111<1i11t.tin  11  tsil11nl  ion  l11  wldell  lht'!  Hffeet  i•Jf~  rntt~ of  exellnnqe  tnr  itb 
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inevitable;  or 
- resort to direct aid  to compensate  for  the effects of  the  change  in 
the  value  of jts currency. 
CONCLUSIONS  -----·-
It is by  no  means  certain that the  use of  the  EUA  would result in any 
significant improvements  in the  common  agricultural policy.  The  present 
document  shows  that although  the  introduction of this unit of account is 
perfectly plausible  from  a  technical  point of view it would nevertheless 
be politically and  economically  unacceptable without corrective machinery  or 
adjustments which  would  rob  the  EUA  of its  advantages  over the gold-
based unit of account and hence  deprive it of all  justification. 
However,  this calls for  the  following  comments: 
- The  legitimate desire  to harmonize  the various  units of account  need 
not necessarily lead to the adoption of a  single unit of measurement  for 
all  sectors of Community  policy. 
- While it would  not  seem  to  be actually necessary  to  introduce  th0 
EUA  into the  common  agricultural  policy,  the  use  of this unit  should 
positively be  avoided in the  intervention and  settlement  system of  the 
European  Monetary  Cooperation Fund.  Moreover,  it is by  no  means  certain 
that the  new  unit would offer adequate  advantages  over  the  EUR  for  the 
Statistical Office. 
- The  definition of a  new  unit of account  such  as  the  EUA  does  not 
solve every  problem.  All  units of account offer advantages  and disad-
vantages,  but there are  no  grounds  for  supposing  that the choice of any 
one  of them would  solve  problems  which  are not connected with  the selection 
of a  given unit but result  from  the disintegration of the international 
monetary  system and  from  the increasing disparities between  the  economic  and 
monetary  situations in the individual  Member  States. 
One  unit of account  may  be  more  suitable  than another.  Initially, 
the  EUA  seemed better adapted  to  the international  monetary  situation 
that the gold-based unit of account.  However,  the  'parity grid'  unit is 
better suited to the  present  situation in which  there is little coordination 
between monetary  policies within  the Community. 
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